This paper uses 2973 loan profile records of 2810 poor households who have taken these loans from different quasi-formal sources of which about 50 percent of the loan taken is supplied by the Ultra-poor oriented program designed by PKSF. The objective of this program was to create some income source for these Ultra-poor through credit support. But diversion of loan use from the proposed IGA to other non-productive sector, especially to consumption hinders the objects and at the same time causes a threat to the MFIs as some of them become default. We observe that among these Ultra-poor households who have taken loan, about 68 percent of the loan was diverted from the proposed IGA to other activity with different degree of diversion and of these diverted loan, 40 percent was fully diverted. We find that among the non-savers, wage employers, inhabitants of char have higher likelihood of diverting their received loan from the proposed IGA to others and more than 28 percent of each loan on average was used for consumption.
Introduction
The proponent of microfinance program is that the poor households who have innate business capability, but the constraints to the access to finance often hinder the promotion or creation of such enterprises. The microfinance revolution in Bangladesh has relaxed the severity of credit constraints to a great extent and promoted the greater access to finance.
Money has reached at the root level in the form of credit, opened the opportunities to develop the desired business.
Since money is fungible, diversion of the use of loan is found among the loan receivers. Such diversion of the use of loan is sometimes intentional and sometimes it is unintentional. The intentional diversion of the use of loan is often used for unproductive activities and so 1 Md. Abdul Khaleque, Senior Research Associate, Institute of Microfinance (InM), Plot E/4, PKSF Bhaban, 4 th Floor, Agargaon Administrative Area, Dhaka -1207, Bangladesh. E-mail: Khaleque_du@yahoo.com considered as a negative indicator of loan use and it is hypothesized that the microfinance organization does not supply the loan other than the income generating activity. Therefore, the intentional diversion of the use of loan refers to the diversion of loan use from the productive sector to unproductive sector. On the other hand, the unintentional diversion of the use of loan compels the household to spend part of the loan or full of it for the purposes that are not mentioned in the application form. Many respondents reported that they never liked to divert the loan for any other use than was specified in the loan application (Jameela) .
But circumstances compel them to utilize the loan in different ways. To some, it may be due to acute poverty. To others, illness of the husband, educational needs of the children, sickness of the respondent herself, and unemployment of the husband or some other needs.
It is quite relevant to mention that during the Monga season, when the available working days is scarce and the day labors have low level of monthly income compared other months.
During this season, it is the women who meet the day to day expenses of the household either by borrowing money from the self help group or by managing to obtain funds from other persons like friends or relatives or even from the moneylenders.
This paper aims at to develop a loan use diversion index at each loan profile level and a weighted loan use diversion index at household level and then tries to answer the question of
(1) what percentage of households or loans are diverted from the proposed activity to other activities; (2) whether loan use diversion is threat or bread; (3) who diverts of the received loan from proposed IGA to other uses and why; and (4) whether there is policy implication of such diversion of loan use or not.
Definition of Diversion of Loan Use
The diversion of loan use is defined as the quotient of the difference between the total amount of loan received and the amount of loan used for the proposed purpose and the total amount of loan received. Alternatively, diversion of loan use is equal to 1 less the value of the ratio of the amount of loan used in proposed activity and total amount of loan received. Since the diversion rate lies between 0 and 1, we called it loan diversion index.
Systematically, this is defined as: 1 1. LDI=0 means that the household has not diverted its credit from its proposed activity 2. LDI 0,1 means that the household has partially diverted its credit from the proposed activity. For example if LDI is equal to 0.25, then it will mean that the household has diverted its 25 percent received loan to other purposes other than the proposed purpose.
3. LDI=1 implies that the household has fully diverted its credit from the proposed activity. 
Is Diversion of Loan Use Threat or Bread?
From the perspective of household benefit, it is a question that diversion of loan use is a problem engendering factor or positive benefit producing factors. The household mentions an income generating activity as a purpose of taking of loan from microfinance institution as the microfinance institution seldom supply credit beyond income generating activity. Since the MFIs have no monitoring system of evaluating the usages of received loan, households have an inherent tendency to divert from their proposed activity to their planned activity 2 .
All planned activity is not worthless because every use of loan has its own benefit, for example, the single earner lead household who is dependent on wage income mentions that his family is taking the loan for buying a rickshaw, but when they receive the loan they buy a cow using a part of the received credit and part of it used for consumption and remained dependent on wage employment. Such diversion is basically a diversion from flow income to stock income and better nourishment due to smooth consumption and a diversion from wage employment to self employment. Now it is a question is which one is crucial -a flow income or a stock income; wage employment or self employment. The current diversion pattern suggests that if the borrower would buy a rickshaw/van and pulls it, at the end of the year he would have an asset 3 and a flow of income and if the borrower would buy a cow/goat s/he would a stock income which is equal to its market price at the sold period.
Girma argues that if the borrowers divert the funds from the proposed IGA to other uses, then they may default and become unable to reimburse the loan well. Wakuloba 4 tells that the main causes of default are poor business performance, diversion of funds and domestic problems. He mentioned that diversion of loan use among the poor loanees households causes 50 percent default, and among defaulters, 10 percent default occurs due to diversion of loan use. This default has no static effect, rather it has a dynamic effect because the bad record of loan history may hinders the access to formal credit from that organization in the future 5 and may be forced to take credit from the informal source at high interest rate to implement new IGA in the future.
Data and Variables
This paper uses the rural household survey data of 2810 poor households drawn from the five districts of the northwest region of Bangladesh and this is a sub-set of 7212 poor households of the northern region of Bangladesh. The each sample households of the subsample group has at least one loan profile and it has 2973 loan profile records. The survey was conducted by the Institute of Microfinance (InM) to target the ultra-poor households that are vulnerable to seasonal deprivation during the lean season (or monga period). The survey covered all the Upazilas of each districts.
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The index of loan use diversion is the key variable or outcome indicator of this paper which is tried to explained by means of a set of explanatory variables such as characteristics of household head, for example, age and occupation of head; characteristics of the households;
3 The value of this asset depreciates over time, but it has a net positive value. 4 Senior Economist, Ministry of State for Youth Affairs, KENYA 5 Many NGOs in Bangladesh terminate the membership due to bad loan repayment record. 6 An Upazila is an administrative unit (below the district) consisting of a few villages.
asset dummies, types of shocks or risks and the regional dummy. (For creation and nature of variables see appendix 1) Near about 70 percent of the households have savings and among the non-diverters, the saving tendency is higher than the diverters. Among the sample households, 27 percent households suffered from unanticipated risk or shocks last one year, 27 percent households have one meal during monga and 12 percent households live in char area. The diverting households are affected by risk/shock or monga than the non-diverters and 15 percent of the diverting households live char area while 12 percent of the non-diverters live in char. Table 2 shows that overall about 51 percent of the received loan was diverted from the proposed purposes. About 42 percent of the received loan was fully diverted from the proposed purpose, while about 36 percent of the received loan was used for the mentioned purpose during loan application. About 22 percent of the received loan was partially diverted from the proposed purpose and the degree of partial diversion belongs to (0, 1) 7 . The diversion analysis at household level reveals that about 39 percent of the households who received loan diverted their loan from the proposed purpose to other purposes that are not mentioned in the application; while around 34 percent households fully utilize their loan on the proposed purposes. Almost 27 percent households divert their received loan from the proposed activity with different degree of diversion. Among the diverter households majority diverted fully of their received loan and among the partial diverter households majority have moderate degree of diversion of loan use. Table 3 shows the matrix that explains the purpose and use of loan. There are 1676 loan profiles which are taken for agriculture purposes, but 36 percent of these loan is used for that purpose, while about 29 percent of that loan is used for consumption purpose, 4.42 percent for treatment, 4.47 percent for repairing houses, 5.91 percent for small business, 6.09 percent for loan repayment and the remaining is used for other purposes. Like agriculture loan, a major portion of the loan taken for the purpose of small business has diverted to consumption (29.63%), treatment (3.70%), and loan repayment (7.12%). Most of the proposed loan purpose is diverted to consumption, for example, 28.86 percent of the loan taken for purchase rickshaw/van, 27.73 percent of the loan taken for house repair and 35.48 percent of the loan taken for treatment.
Who Diverts and Why?
The livelihood strategy affects the usages of the available fund. Many of the microfinance borrower households have chosen wage employment activity as their livelihood. These wage based households have a limited option of using the taken credit fund for the proposed income generating activity, they spend a significant portion of their received credit on unproductive activity like consumption, social program etc. Therefore, it is postulated that among the wage employers, there is a positive intension of the diversion of the received credit from the proposed income generating activity to other activity which may be productive or unproductive. The diversion of the received credit from the proposed productive activity to the other productive activity may not be a serious problem, but the goodness depends on the yield rate of the activities. However, the diversion from the proposed income generating activity to the unproductive activity is a problem because such diversion hinders the possible increase of household income.
But the success of proper use of received credit does not only depend on livelihood strategy but also depends on the management skill of the households. Better management of the fund in their proposed income generating activity requires some level of experience or education which helps them to make the usage of the received loan effective. Girma (1996) believes that education of the borrowers or users of fund determines how funds are utilized.
Literacy and low level of education hinder effective utilization of loan funds by borrowers/users.
Any kind of shock forces the households to divert the loan from the proposed income generating activity to cope with the risk. Necessity knows no law and this is why the shock Special training of borrowers in the business they are running such as tailoring, hair dressing, animal husbandry, etc. has a positive impact on the effective utilization of funds. Girma established that when borrowers are trained, they tend to utilize their funds effectively; the loan is used for the true purpose. Therefore, the integration of training and training specific credit may prompt the households to be pro-proposed IGA implementation 9 .
Methodology
Let be the model, y represents continuous outcomes-either observed or not observed. This model assumes ~ 0, .
For observations j e C, we observe ; i.e., point data. Observations j € L are left-censored;
we know only that the unobserved is less than or equal to , a censoring value that we do know. Similarly, observations j £ are right-censored; we know only that the unobserved 8 Monga is an acute form of seasonality in food consumption that causes food deprivation what Sen (1981) calls "lack of entitlement to food". 9 In addition to the integration of training and credit, monitoring should be established by the funding agency to make sure that the fund is effectively used for the proposed IGA. When borrowers are supervised in utilizing the loans, they tend to use the funds properly, but if there is no close monitoring they often fail to use the funds effectively.
is less than or equal to . Observations j / are intervals; we know only that the unobserved is in the interval , .
For the Tobit 10 model, the log likelihood is
Here, Φ is the standard cumulative normal distribution, and is the weight for the observation. If no weight is assigned or specified, then 1
For binary outcome data the dependent variable takes one of two values. We let: 1 A regression model is formed parameterizing the probability p to depend on a regressor vector and a 1 parameter vector . The commonly used models are of single-index form with conditional probability given by Pr 1| ′ ; here . is a specified function. To ensure that 0 1 it is natural to specify . to be a cumulative distribution function.
The probit model specifies the conditional probability: Φ Kmenta (1997, 562-566) , Long (1997, 196-210) , and Maddala (1992, (338) (339) (340) (341) (342) 
Here the threshold of zero is a normalization explained in the following.
Here F is the cdf of (-u), which equals the cdf of u in the usual case of density symmetric about zero. The probit model will arise if the error u is standard normal distribution.
Econometric Results
We have used three econometric models to identify the plausible determinants of diversion of loan use from the proposed IGA to other purposes. These are Tobit, Probit and Logit models. For Tobit model, the loan diversion rate is used as the dependent variable which has values within 0 and 1 (inclusive), while for probit model we have defined "divert" variable which is equal to 1 if the loan fully or partially diverted from the proposed IGA to other purposes and 0 otherwise. But the same set of explanatory variables is used for the three head such as age, employment and education; the household characteristics like household 11 A latent variable is a variable that is incompletely observed. Latent variables can be introduced into binary outcome models in two different ways. In the first the latent variable is an index of an unobserved propensity for the event of interest to occur. In the second the latent variable is the difference in utility that occurs if the event of interest occurs, which presumes that the binary outcome is a result of individual choice. Coefficients of the three models of the variable "wage employed household head" are positive and significant at 1 percent level, implying that there is a positive association between loan use diversion and wage employment. Such a relationship is plausible as most of the loan taken and supplied is given for different IGA, such the wage employers have a tendency to be remained on wage employment as their livelihood and they tends to divert the received loan from the proposed IGA to other activity of which consumption spending and loan repayment dominate.
We have explained earlier that the household savings is a risk coping instrument and the household savings reduces the diversion of loan use tendency among the borrowers as savings is available to cope up with the risk or shock. The coefficient of household saving variable is negative and this negative relation is statistically significantly different from at 10 percent level of significance. This implies that households having a positive amount of savings have a lower likelihood to divert the loan from its proposed IGA to other activities.
Any kind of risk or shock has a positive influence on loan use diversion, which is reflected in the econometric estimates. The coefficients of the shock variable and the variable of deprivation during monga are both positive, suggesting the higher likelihood of loan use diversion. The coefficient of shock variable is significant at 1 percent level while the coefficient of the variable "starvation during monga" is significant at 90 percent confidence interval level.
Regional heterogeneity has a positive influence on diversion of loan use, because geographical disparity locked the economic potential of the locality. The households who 
Conclusion
The relaxation of credit constraints for promoting microenterprise facilitates the object to a great extent, but relaxation of microenterprise oriented credit constraints often relaxes the consumption constraints. The relaxation of the credit and promotion of microenterprise was hopes to increase income which is expected to increase the consumption. But what happens in reality? A significant portion of many loans taken for the IGA is diverted from the proposed IGA. Such diversion of loan use from productive sector to unproductive sector is a threat for the households as well as for the MFIs or credit supplying institutions.
Therefore, attention should be given to the proper utilization of the loan. Proper monitoring system and proper IGA related training program can ensure the best utilization of the received loan, which can increase the expected household income and hence increases per capita household food and non-food expenditure. The percentages of the analysis of diversion at loan profile shows the percent of loan diverted and the percentages of the analysis of diversion at household level indicates the percent of households who divert the loan from the proposed purpose to other purposes. The diversion of loan use at household level is the weighted average of diversion of loan use of loan profile of a household. 
All diverted 39%
Note: The loan profile analysis is based on the loans taken by the household from different sources, while household level analysis is based on the total loan taken by the household within one year from formal source. Log-Likelihood -2,852 -1,764 -1,765 Note: *** indicates the significance at 1 percent level; ** shows the significance at 5 level; and * implies significance at 10 percent level. The degree of diversion is the dependent variable of the model. The log-likelihood has kept round-off. Source: InM Household Survey (PRIME Round-II, 2010) = raw coefficient z = z-score for the test of b = 0 p>|z| = p-value for z-test e^b = exp(b) = Factor change in odds for unit increase in X e^bStdX=exp(b*SD of X)=Change in odds for SD increase in X SDofX =Standard Deviation of X
